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OATH OR AFFIRMATION

L, FY[LY\ K\\Y\ EY‘H &)YW\S , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial stajement and supporting schedules pertaining to the firm of

TSt ofizens Seourities yp | s
of B f ,ﬁ ﬂ!mx 5! , 20 (2 l , are true and correct. | further swear {or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:
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']él)'sreport ** contains {check all applicable boxes):

a) Facing Page.
(b) Statement of Financial Condition.
(c) Statement of Income (Loss).
d) Statement of Changes in Financial Condition.
{e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
[J,(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
‘Z]/ (g} Computation of Net Capital.
{h} Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
[J (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
0 () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
(1} An Oath or Affirmation,
O (m) A copy of the SIPC Supplemental Report.
(n) A reportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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DIXON HUGHES
Certified Public Accountants and Advisors

Independent Auditors’ Report on
Internal Control Required by SEC Rule 17a-5

Board of Directors
First Citizens Securities Corporation:

In planning and performing our audit of the financial statements and supplemental schedules of
First Citizens Securities Corporation (the Company), as of and for the year ended December 31,
2007 in accordance with auditing standards generally accepted in the United States of America,
we considered the Company's internal control over financial reporting (internal control) as a basis
for designing our auditing procedures for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the
Company's internal control. Accordingly, we do not express an opinion on the effectiveness of
the Company's internal control.

Also, as required by rule 17a-5(g)1) of the Securities and Exchange Commission (SEC), we have
made a study of the practices and procedures followed by the Company including consideration
of control activities for safeguarding securities. This study included tests of such practices and
procedures that we considered relevant to the objectives stated in rule 17a-3(g) in making the
periodic computations of aggregate indebtedness (or aggregate debits) and net capital under rule
17a-3(a)(i1) and for determining compliance with the exemptive provisions of rule 15¢3-3.
Because the Company does not carry securities accounts for customers or perform custodial
functions relating to customer securities, we did not review the practices and procedures followed
by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons and
recordation of differences required by rule 17a-13

2. Complying with the requirements for prompt payment for securities under Section 8
of Federal Reserve Regulation T of the Board of Governors of the Federal Reserve
System

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of internal control policies and procedures, and of the practices and
procedures referred to in the preceding paragraph, and to assess whether those practices and
procedures can be expected to achieve the Securities and Exchange Commission’s (*SEC™)
above-mentioned objectives. Two of the objectives of internal control and the practices and
procedures are to provide management with reasonable but not absolute assurance that assets for
which the Company has responsibility are safeguarded against loss from unauthorized use or
disposition, and that transactions are executed in accordance with management’s authorization
and recorded properly to permit the preparation of financial statements in accordance with
generally accepted accounting principles. Rule 17a-5(g) lists additional objectives of the
practices and procedures listed in the preceding paragraph.
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Because of inherent limitations in internal control or the practices and procedures referred to
above, error or fraud may occur and not be detected. Also, projection of any evaluation of them
to future periods is subject to the risk that they may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate.

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination
of control deficiencies, that adversely affects the entity's ability to initiate, authorize, record,
process, or report financial data reliably in accordance with generally accepted accounting
principles such that there is more than a remote likelihood that a misstatement of the entity's
financial statements that is more than inconsequential will not be prevented or detected by the
entity's internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detecied by the entity's internal control.

Our consideration of internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be
material weaknesses. We did not identify any deficiencies in internal control and contro] activities
for safeguarding securities that we consider to be material weaknesses, as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices
and procedures that do not accomplish such objectives in all material respects indicate a matenial
inadequacy for such purposes. Based on this understanding and on our study, we believe that the
Company's practices and procedures, as described in the second paragraph of this report, were
adequate at December 31, 2007, to meet the SEC's objectives.

This report is intended solely for the information and use of the Company’s Board of Directors
and management, the SEC, the National Association of Securities Dealers, and other regulatory
agencies that rely on rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation
of registered brokers and dealers, and is not intended to be and should not be used by anyone
other than these specified parties.

ﬂ%mﬂ% PLLC

Charlotie, North Carolina
February 26, 2008
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DIXON HUGHESrn:
Cartified Public Accountants and Advisors

INDEPENDENT AUDITORS' REPORT

Board of Directors
First Citizens Securities Corporation:

We have audited the accompanying balance sheets of First Citizens Securities Corporation (a wholly
owned subsidiary of First Citizens Bank and Trust Company, Inc.) (the “Company™) as of December
31, 2007 and 2006, and the related statements of income, changes in stockholder's equity, and cash
flows for the year ended December 31, 2007 and the period November 1, 2006 through December 31,
2006 that you are filing pursuant to Rule 172-5 under the Securities Exchange Act of 1934, These
financial statements are the responsibility of the Company's management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal contro) over financial reporting. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of First Citizens Securities Corporation as of December 31, 2007 and 2006 and the
results of its operations and its cash flows for the year ended December 31, 2007 and the period
November 1, 2006 through December 31, 2006, in conformity with accounting principles generally
accepted in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules | and 2 is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is supplementary
information required by Rule 17a-5 under the Securities Exchange Act of 1934. Such information has
been subjected to the auditing procedures applied in the audit of the basic financial statements and, in
our opinion, is fairly stated in all material respects in relation to the basic financial statements taken as
a whole.

-{)A//(w'ﬂ"?gw& PLLC

Charlotte, North Carolina
February 26, 2008



FIRST CITIZENS SECURITIES CORPORATION

(4 Wholly Owned Subsidiary of First Citizens Bank and Trust Company, Inc.)
Balance Sheets

December 31, 2007 and 2006

2007 2006
ASSETS
Cash (Note 4) 3 1,785,820 § 464,395
Furniture and equipment, net (Note 3) 32,734 —
Prepaid expenses 45,583 12,886
Income tax receivable — 52,315
Other assets 15,033 52,667
Total assets 1,879,190 589,263
LIABILITIES AND STOCKHOLDER’S EQUITY
Liabilities:
Due to Related Parties (Note 4) 333,332 307,028
Accrued compensation expense 235,049 124237
Total liabilities 568,381 431,265
Stockholder’s equity (Note 7):
Common stock, $100 par value, 1 share authorized, issved and outstanding 100 100
Additional paid-in capital 749,900 248,500
Retained eamings (deficit) 560,809 (92,002]
Total stockholder’s equity 1,310,809 157,998
Total liabilities and stockholder’s equity $ 1,879,190 § 586,263

The accompanying notes are an integral part of these financial statements.
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FIRST CITIZENS SECURITIES CORPORATION
(4 Wholly Owned Subsidiary of First Citizens Bank and Trust Company, Inc.)
Statements of Income

For the year ended December 31, 2007 and the period November 1, 2006 through December 31, 2006

2007 2006
REVENUES
Commissions 5 4,621,257 % 304,482
Other income 136,134 21,692
Total revenues 4,757,391 326,174
EXPENSES
Employee compensation and benefits (Note 6) 2,973,215 329,080
Brokerage fees 225,827 —
Fees paid to Related Parties (Note 4) 156,291 50,000
Professional fees 60,435 32,387
Printing and office supplies 45,255 6,739
Depreciation expense 9,402 —
Furniture and equipment expense 21,101 —
Other expenses 241,044 52,285
Total expenses 3,732,570 470,491
Income (loss) before income taxes 1,024,821 (144,317}
Income tax (expense) benefit (Note 5) (372,010) 52,315
Net income (loss) 3 652,811 % (92,002)

The accompanying notes are an integral part of these financial statements.
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FIRST CITIZENS SECURITIES CORPORATION

{4 Wholly Owned Subsidiary of First Citizens Bank and Trust Company, Inc.)

Statements of Changes in Stockholder’s Equity

For the vear ended December 31, 2007 and the period November 1, 2006 through December 31, 2006

Common Common Additional Retained Total

Stock - Stock - Paid-in Earnings Stockholder’s

Shares Amount Capital {Deficit) Equity
Initial capitalization of Company 1 % 100 § 249500 § — 3 250,000
Net loss — — —  (92,002) (92,002)
Balance at December 31, 2006 1 100 249900  (92,002) 157,998
Net income — — -— 652,811 632,811
Capital contribution — — 500,000 — 500,000
Balance at December 31, 2007 15 100 $ 749,900 § 560,809 § 1,310,809

The accompanying notes are an integral part of these financial statements.
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FIRST CITIZENS SECURITIES CORPORATION

(A Wholly Owned Subsidiary of First Citizens Bank and Trust Company, Inc.)

Statements of Cash Flows

For the year ended December 31, 2007 and November 1, 2006 through December 31, 2006

2007 2006
CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss) S 652,811 & (92,002)
Adjustments to reconcile net income (loss) to net cash provided by operating
activities:
Depreciation 9,402 —
Decrease (increase) in income tax receivable 52,315 (52,515)
Increase in prepaid expenses (25,697) (19,886)
Decrease (increase) in other assets 37,614 {52,667)
Net change in due to Related Parties 26,304 307,028
Increase in accrued salarv expense 110,812 124,237
Net cash provided by operating activities 863,361 214,395
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of furniture and equipment (42,136) —
Net cash used by investing activities (42,136) -
CASH FLOWS FROM FINANCING ACTIVITIES
Capital contribution 500,000 250,000
Net cash provided by financing activities 300,000 250,000
Increase in cash 1,321,425 464,395
Cash at beginning of period 464,395 —
Cash at end of peried $ 1,785,820 § 464,395

The accompanying notes are an integral part of these financial statements.
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FIRST CITIZENS SECURITIES CORPORATION

(A Wholly Owned Subsidiary of First Citizens Bank and Trust Company, Inc.)
Notes to Financial Statements

December 31, 2007

NOTE 1 - NATURE OF OPERATIONS

First Citizens Securities Corporation (“FC Securities™ or the “Company”) was organized as a
South Carolina corporation, and on October 13, 2005, it became a wholly owned subsidiary of
First Citizens Bank and Trust Company, Inc. (“First Citizens” or the “Parent”) through the
issuance of 1 share of $100 par value common stock. The Parent is a wholly owned subsidiary
of First Citizens Bancorporation, Inc. (“Bancorporation™), a financial holding company located
in Columbia, South Carolina. First-Citizens Bank and Trust Company, Raleigh, North Carolina
(“FCBNC™) is the wholly-owned subsidiary of First Citizens BancShares, Inc. (“BancShares™).
Bancorporation’s Vice Chairman and one of its principal shareholders are directors and
executive officers of BancShares and FCBNC. First Citizens, other subsidiaries of
Bancorporation, BancShares and FCBNC are collectively referred to as “Related Parties™.

The Company commenced operations on November 1, 2006.

FC Securities is a registered broker/dealer in securities with the National Association of
Securities Dealers, Inc. (“NASD”) and the Securities and Exchange Commission, a registered
investment adviser, and a licensed insurance agency. Revenue is earned through commissions
and fees earned on transactions with its customers. The majority of FC Securities’ customers are
located in South Carolina and Georgia in markets served by First Citizens.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING AND REPORTING POLICIES

The accounting and reporting policies of the Company are in accordance with accounting
principles generally accepted in the United States of America. The more significant of these
policies used in preparing the Company’s financial statements are described in this summary.

(a) Furniture and Equipment
Fumniture and equipment are reported at cost less accumulated depreciation.
Depreciation is included in expense over the estimated useful lives of the assets
(generally three to ten years). Depreciation and amortization are calculated using
straight-line methods. Maintenance, repairs and minor improvements are expensed as
incurred.

(b) Income Taxes
The Company is included in the consolidated federal income tax return of
Bancorporation, and computes its provision for federal income taxes using
Bancorporation’s federal income tax rate. A tax allocation arrangement exists between
the Company and Bancorporation. State income taxes are computed on a separate
company basis since the Company files separate state income tax returns.

{¢) Commission Revenue
Commissions earned on sales and purchases of securities for customers are recorded on
a settlement date basis, which does not differ materially from a trade date basis.

(d) Use of Estimates in Preparation of Financial Statements
The preparation of financia! statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent liabilities at the date of the financial statements. Actual results
could differ from those estimates.




FIRST CITIZENS SECURITIES CORPORATION

(4 Wholly Owned Subsidiary of First Citizens Bank and Trust Compary. Inc.)
Notes to Financial Statements

December 31, 2007

NOTE 3 - FURNITURE AND EQUIPMENT

Furniture and equipment are summarized as follows:

Furniture and equipment 3 42,136
Less: Accumulated depreciation {9,402)
Total premises and equipment 5 32,734

Provision for depreciation was $9,402 for the year ended December 31, 2007.

NOTE 4 - TRANSACTIONS AND RELATED PARTIES

At December 31, 2007 and 2006, the Company had $357,672 and S$286,980 in a noninterest
bearing demand deposit account at the Parent. Due to Related Parties consists of various items
paid by the Parent on behalf of the Company, such as payroll and various general and
administrative expenses. Expenses discussed in this note are allocated under various methods
determined by the Company and Related Parties and are subject to change. In 2006, a $50,000
conversion fee was paid to FCBNC for the conversion of accounts to the Company effective
November 1, 2006.

In 2007, the Company paid a management fee of $156,291 to First Citizens to compensate it for
various executive management and professional services.

The Company pays an occupancy expense and purchases equipment from First Citizens, as
applicable. The Company’s total occupancy expense paid to First Citizens in 2007 and 2006 was
$569 and 352.

NOTE 5 - INCOME TAXES

The component of income tax expense (benefit) is as follows:

2007 2006
Current;
Federal 5 372,010 § (52,315)
372,010 (52,315)

The income tax (expense) benefit for the period differed from the amount computed by applying
the Parent’s federal income tax rate of 35% to income before income taxes because of the

following:
2007 2006
Income tax (expense) benefit at federal rate $ (361,280) $ 50,511
Other (10,730) 1,804
(372,010) 52,313




FIRST CITIZENS SECURITIES CORPORATION

(A Wholly Owned Subsidiary of First Citizens Bank and Trust Company, Inc.)
Notes to Financial Statements

December 31, 20067

NOTE 6 - EMPLOYEE BENEFIT PLANS

The Parent sponsors a noncontributory, qualified defined benefit pension plan (the “Pension
Plan™) covering substantially all full-time employees, including the employees of the Company.
Under the Pension Plan, benefits are based on years of service and average earnings. The
Parent’s policy is to fund amounts approximating the maximum amount that is deductible for
federal income tax purposes. The Pension Plan’s assets consist of investments in the Parent’s
comrmon trust funds, which include listed commeon stocks and fixed income securities, as well as
investments in mid-cap and small-cap stocks through unaffiliated money managers. Due to the
Company having few employees at December 31, 2006, no pension expense was allocated to the
Company by the Parent. For the year ended December 31, 2007, pension expense of $27,315
was allocated to the Company by the Parent.

The Parent also sponsors a defined contribution savings plan (the “CAP Plan™), covering
substantially all full-time employees, including the employees of the Company. The CAP Plan
permits eligible employees to make contributions, with the Company matching a certain
percentage of the employee’s contributions. During 2007 and 2006, the Company made
matching contributions of approximately $72,760 and $4,412 to the CAP Plan. The CAP Plan is
available for employees afier completion of thirty-one days of consecutive service.

NOTE 7 - NET CAPITAL REQUIREMENTS

FC Securities is a registered broker/dealer in securities with the NASD. FC Securities is subject
to the Securities and Exchange Commission’s Uniform Net Capita] Rule (Rule 15c3-1) (the
“Rule™), which requires the maintenance of minimum net capital and that the ratio of aggregate
indebtedness to net capital as defined by the Rule, shall not exceed 1510 1.

At December 31, 2007, the Company had net capital as defined of $1,175,767, the Company’s
aggregate indebtedness to net capital ratio was .48 to 1.

At December 31, 2006, the Company had net capital as defined of $33,130, which was a deficit
of $20,778 to its required net capital of $53,908. The Company’s aggregate indebtedness to net
capital ratio was 13.02 to 1. On January 8, 2007, the Company was in compliance with the pet
capital requirements.




FIRST CITIZENS SECURITIES CORPORATION Schedule 1
(A Wholly Owned Subsidiary of First Cirizens Bank and Trust Company, Inc.}

Computation of Aggregate Indebtedness and Net Capital

Pursuant to Rule 15¢3-1 of the Secuorities Exchange Act of 1934

December 31, 2007

2007
AGGREGATE INDEBTEDNESS
Accounts payable ,accrued liabilities and due to Related Parties $ 568,381
NET CAPITAL
Total stockholder's equity 1,310,809
Less nonallowable assets:
Prepaid expenses 45,583
Excess cash deposit with the Parent bank 41,672
Other assets 47,787
Net capital before haircuts 1,173,767
Haircut adjustment —
Net capital 1,175,767
Capital requirement 50,000
Net capital excess £ 1,125757
Ratio — aggregate indebtedness to net capital A8t

The above computations do not differ materially from the Company’s computations, as shown in its FOCUS Report
Form X-17A-5, Part [I-A Quarterly, dated December 31, 2007.

The accompanying notes are an integral part of these financial statements.
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FIRST CITIZENS SECURITIES CORPORATION Schedule 2
(A Wholly Owned Subsidiary of First Citizens Bank and Trust Company, Inc.)

Computation for Determination of Reserve Requirements

Under Rule 15¢3-3 of the Securities and Exchange Commission

December 31, 2007

The Company is subject to the provisions of Rule 15¢3-3 of the Securities Exchange Act of 1934, The Company
does not hold customer cash or securities. Checks are received in the name of the Company or the clearing agent
and are immediately restrictively endorsed and deposited in a bank account of the clearing agent. Securities
received are forwarded overnight to the clearing agent. The Company fully inroduces brokerage accounts to the
clearing agent and the Company does not have balances which would be included in a reserve computation.
Therefore, the reserve requirement under Rule 15¢3-3 was § -0- at December 31, 2007.

The above computation does not materially differ from the Company’s computation, as shown in its FOCUS Report
Form X-1 7A-5, Part 11-A, dated December 31, 2007.

The accompanying notes are an integral part of these financial statements.
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